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OEM disirihutioii), subscriber acquisition costs, general and 

administrat.ive, retail and OEM product devclopmcrit. depreciation cmts, 

arid interest expense. 

An iniprnvement in all rrvriiue categories including: subscripLiun 

tevenue, advenisirrg revenue, and equiprriciit revenue. 

JII. Syiicrgies and Cost Snvings 

6 .  Srrrellire Clperariun~. ' l odny ,  lmth cornpanics maintain primary arid backup 

satellik iiplink. control and transmission capabilitics, with a Iota1 of four sitcs 

cnpaged in such activity between hc two companies. In thc ncaI tern1 after the 

merger, onc prinlary slnd OIK hnckup kicilit?; will bc rirfficient h r  such purposes, 

resulting in thc cliiiiination of two of these sitcs and thcir attcndant. cnsts, 

including equipmcnt and personnel. 0vc.r the longer term, capital cspendilurc 

savings in satellitc nelu.c.irk replaccnicnt will hl: substantial. 

7.  Drucrc/hmf Operaziunx AddItioiially. there will likely be redundant studio 

operating c w l s  a id  network opcratillg cost% ha t  can be cliinitlat.ed. Today, both 

cornpanics are required 10 maillrain contcnt storage for their music title librarics 

a id  separate sollwue to extract ihosc titles for broodcast. Thc incrger would 

allow cvnsolidntion of storagc and retrieval. The combimcd company would bc 

able to eliminate redundant rontcnl drlivcry infrastructure, such as ISDN lines 

{hat dcliver conten1 IO thc satellite uplink, as wcll. Duplicative costs associated 

with wehstreaming can also he eliininuted. 
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a. Terrt..yp/crl ,Vmw~rk.~, Dtiplical.ivc: costs ossociiitrd with die rcrrestrial repeater 

networks of tht. \NO companies can he e\imind\t.;c\. XM currently h ~ s  

appmxinintcly ROO tcnestrial repeatcr sites mid Sirius hiis approximatcly 150. 

'The cosls 10 mnintain thcsc sites. inchdins site leases and nraintenance can he 

rationalizcd by a mergd cutity through co-location ofrepcatcrs. Incremental 

costs LO identify repcutcr locations and install equiprnenl can also be reduced 

through co-location of ne%' cquipmciit. 

9. f'rogrorr~~'ing m c l  C'onrcnf. Today, both compnnies havc scpamie contenl 

acquisition and programming production costs. A cornhincd ccmpany will be 

able to eliniiimte duplication in the overheid and production uf similar channels, 

including duplicativc and cipcnsive production facilities mnd personnel. 111 

addition, the cornpanics will be able io itnprovc scalc ccononiies. Moreovcr, 

sa~ellifc radio rvill bcconie a more cunlpelling distribution outlet becaux thc 

c.ombinrd firm will allow conleiit produccts to reach 3 liugcr audience than 

possiblc now. A sigilicant pnrtion ol'lhcse savings will bc swings in variablc 

costs. 

I O .  The curnhiued conipany will also be ablc to achieve signiGcarit vai-iable 311d 

fixed-cost savings in connection with contracts wilh content providers by 

climinatiny redundant conten1 acquisition cosls. Subject to some contractual 

considerations, the cotiibiued company would he ahle to cliniinate the dupl icdw 

CWIS TO ohlain this con ten^ atid should be oble to achicvc scale economics in 

future contracts. 
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sigtiificant enicicacies in call i'cnter service proctcrc~~~ent hecause CunIracts for 

these serviccb genei-ally include discounts fur call voltintc. a id  the cornhind 

company would expect roughly doublc thc call volume. 'l'llc conihincd company 

will also bc nble to eliminstc duplicative IT illfrnstructure costs associukrd with 

network mid hosting. I icctisiiig and sol1 ware tl~velopn~en~irn~intenancs, and 

orik~ound communications with submihers, 

11. Sdes orid /Murketing. Substantial lixecl- and variable-Gust savings are expeckxi 

from tlic climinntion of overlapping markcting rxpcnses and through benefits 

ensued 10 rctnil and OEM distribution partners. 

. Mol-keting. Cos1 suvings are expected liotii elimination uf  duplicntioii in 
ninrketing such as marliet rescarch, s p ~ ~ i i ~ ~ r s h i p s ,  attenrlancc at trade 
shows and ottrcr iveiits, advertising buys. wehsite devrlupmrnt costs. and 
other proinotiurial mareriais. Ec.uno~uies nl'scale will allow the combined 
cojnpany tu ;icliicve savings j11 advcrlisirig and promotion cosls. 'l'he 
mergcd firm will he ahlc to internalize the "spill-ovcr" effecl (the 
phcnomenon whereby cach standalone conipnny henefits frtini the 
marketing efforts oflhc other. and neilhur is able tn capture all of the 
benefils of i w  own inarkc.ting di-orts). Thus. the combined h-ms 
marketing clliwts will bs more cl'fiiciait. resulting in :d greater return per 
advertising iltillar spent. 

Re~ail  disttihution. Given the duplicativc coveluge of the retail mnrkeling 
organizations, tlierc will he some rationali;.alion in personnel and effort 
arising fcom ~ h c  mergcr. Significant field stippo~? i s  nccded LO s t~ck  and 
Inaiimh rerail poinl 01 sale matcrials and train retail personncl about 
satellite radio service, mid duplication ill these efforts can hc cli~ninated. 
Thc cnmbined lirrn will result in highcr sales per squaw foot through the 
availiihility of betrer and more innovative pr~ id~ct s  on retail flours. I n  
addition, rct.nil distributiun expenses \vi11 be reduced by allowing Cor 
single brand point of sale materials, ~4iich will lice u p  in-store and 
advertising circular space, whilc nlso reducing rclailcrs' promotional 
spending rei1 uirementr for satcllitc rulio. 
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0 o t ; ,~  - Distfhtiim. ' h e  n q e d  cvmpany wi\i offer :N irr\provtd vx\ue 
proposition tu i(s OEM distribdvri pn,tners. As ccinvcrsion mid rctention 
rates increase ovcr  time through cnlinnced progammirig chnicrs. OEM 
partners will expcricnce an overall rcveiiue share l i l l  Croni II larger 
satellite radio stihscril>er base. furthcr motivating OEM piirlncrs to install 
and rnnrket satelli~c. radio. . -. OEM . Conlracts. I f  the new combined offerings provide the company and 
its OEMs additional value Lhrough inipmvemenrs in chum. conversion 
rate. rcvenue share and CIISII'IIIIC~ satisfaction. il. is likely that contract 
rerm negotiations will result in improved ec,ononiics and reduced variable 
costs fur the combined curiipo.ny. 

13. .Tuhscribcr Acyuiririon Cosrs One ofthe major expenscs faced by both cornpanics 

iuday is thc cos1 LO acquire subscrihcrs, including subsidizing initial equipment 

cvsts for subscribers, Post-iiicqer. Ihc combined company will have ltie 

opportunily to consider all of the cwrcnt hiirtlwarc offerings and sircandine the 

product offering by cliniinnting, producls. including receivers and accessories, that 

!lave signilicarit fearuie ovcrlup. In addition, Iht i.oinbined company will he alile 

LO achieve signilicant scale cconvmics in sourcing materials and chip sets and in 

absorbing nlaiufacturing civcrliead and shipping. costs, lowering productinil costs 

of both aftcrinarket a id  OEM 1-adios. The coinpnny will also be ablc to reduce 

ovcmll field invenrory rcquirerncnts and \ \ r i l l  hc ahlc to rrilucc obsolrsccrice aid 

close vu( c.osts tlirough niocc effective invenlory niniiagement. 

14. General cmd Acl/riinis/rrrtive. Thc merged entity will rcalize significanl 

efficiencies in general and atlrninjsti-~livl: ("G&A") expenses. These include the 

elimination of wrrlapping execulivc nianageincnt COSIS. cl~mination of 

duplicntirin and efliciciicies in real esbate, reduced inswancc costs. and 

diminntion of duplicat.ive legal, investor reliliions, and extzmiil ;iucounting and 

auililing COSIS. Tllc merged company will a l s n  expccieoce rducl.ions i i i  
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ovxhpping I-uiiiai resources, ilccour\ti nt3 and inl'onnatinn technology pcr'swnrl 

m d  syskrris costs. Thcse rsduclions will restill in  cost savings 1ha1 r im ilic pinmi 

from lower telecuminunicntions exparisus to savings on office supplies. 

I$. Rertril and O E M  hodtrct L)v.i.ulo,pm~vif. Today. both cornpanics hnvc tlieir nwn 

engineering and design groiips ~wirkiiig independently on nest gmeration 

products arid seiviccs. The wwrgrd cntity w l l  hc able I D  draw f r o m  the best of' 

tlxsc two groups aid will he ahle 111 l i ic~is cfions on accelerating the inwoduction 

of new services, products. and I'taturcs. 'l'lie mei-ger will also increase incmtivcs 

to speed intcroperalile radios to n ia r ld .  In addition to thcse benefits. the 

comhincd company will be iilile to reduce overall spcnding on design and 

dcve lopnient. 

16. Deprrcinfion c..'osrs. The incrgcd ciitity will rcalize significant cfliciciicies j i i  

capital expenditures related to satclliks. leasehold improvements, furnilrire and 

fixtures. softwnre development and licctisc costs, cnmp~itcrs. sewers, switches, 

routers and othcr IT equipment, krreatrial rcpentei- costs and future satellite 

construction and launcli costs. The cffect of thrse capital crpenditure savings will 

he to reduce I'uIiirc depreciation costs. 

17. (ltkrr Inctmr.  Many of the cl'liciciicies 1-ealizcd by the rnergcd cntity will result 

j i i  efticiencies for the Canadian :fliliates of the t\vo companics. This will rcsult in 

a rcduced slmrc of losses [or those compmics or a1 irnpruvcd sharc of net income. 
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18. 

IV. 

19. 

70. 

21. 

Inreies! &x?n.ve. 'Ihc merged enlily wi~f hnvc superior credit qwliiy I O  cilhcr 01' 

the individual companics. 'Thus, going forwud, the cost uf borrowin5 will be 

lower. 

Incrcnsed Revenur 

SiihJcrihur lit.oc?nrre:. Tn conncction with the mcrgrr, Ihc combincd company will 

br. ablc to offer a variety of lower priced prograrnmiiig packages. including 

ptlckagcs that allow C O I I S U ~ C T S  more choice w e r  lhc curiIcnL thcy rcccivc. 'l'lie 

combined company will ailso he able to extend thr reach of previously cucltisivc 

content. Sirius anticipates that this will rcsull in increased subscription ruvenue. 

lncrcased subscription rcvcnuc will tesiilt from three sources. Iirst, lower price 

points aiid greater content chuict.. incliiding tllc availability of previously 

exclusive contciit. will create greater "primary demarid." 'I'tlat is. n~orc co11siiniers 

u.dl be interesleil in subscribing to satellite radio becausr it will be nvailahlc al il 

lower entry price and with greater chnice ol' individual channels by the ciistomer. 

'l'hough satellite radio has approximately 14 ri i i l l ioi i subscribers today, there is an 

tiiitsppsd mal-ket of individuals that arc inlcrcstcd in the service hut perceive [lie 

single $1 2.9s price option as too high li)r Llic contcnt they want.. Tower priced 

packages will allow cnnsume~s to trial service at a Iuwrr price. Oncc thcsc 

subsxibcrs expel-ieiice satellite radio, Sirius antic3patcs that rriany of them will opt 

for higher-priced piickagcs. 

Sccond. the lvwcr priced ploiis will improve the conversion rates of OEM 

custmiers that reccive bundled ur promotional packages, becouse rhese customers 

X 
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will haw an iylion to iiiaiiitain their stibscripliim at a lower price point rather thdn 

canceling thcir sci-vice aiier rhc pro~nutiunitl pcriod. 

22. Third. the new pickages will decrease chiirn m i u n g  "sclf-pny" siihscribcrs who 

remain intereslc,tl in t l i e  servicc, but prefer a I o w a  price point., Fnr examplc, a 

subscriber cui-rcntly rcceiving service at $12.95 thal  is cunsidcting cancelling 

service may inslead dccide 10 switch to a less expcnsivc packnge. siich as the 

$6.99 a la carte pdckagc. 

2 3 .  In  addition, Sirius ntiricipates that primary dc.iIiaild will impvove as a result of 

iricrcased brand awareness liom combining the two compmies' markcting cffoits 

bcliind o single brand. Focusiiig marketing effnrts behind a singlc hrarid will 

bctter posiiiori lhc coinbined company ICI cut thrnugh the bru-ragc of products 

mukcled to consuniers today. 

24. Advrrtisiqy Revenue. The merger of Sirius and XM will result in ~ 1 1 1 :  satellite 

radio company with a combiiicd nudience of 14 million subscribers. As described 

abovc, Sirius anticipates that thc 11cw progr:iinmi~lji packages and LISC ul'o~hcr 

hcst practices will result in an iiicrcased rata of subscribersliip. Bccausc of t.he 

increased rcach of the coiiibiiied sal.ellitc tadio provider. il will bc able to o l l r  a 

larger. inure atiractive nnd rarsetcd subscriber basc ro advertisers and will thus be 

ahle tn increase advertising revenues. L\'ithout the mergcr. thc two companies can 

nnly olfcr advertisers access t.o their sniallcr individual siihscribcr hoses. This 

does not generatc rhc some interest from advertisers, and i l l  the aggregatc would 

rcpresent less advertising rcvuiuc tliiln the nierg.cd cntily. 
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25. Eqzripn7.enr Revc~nite. Totlay, hotti XM arid Sirius rrri\ntdir\ c>n\i!\c Siorcs cl\(tri\\b 

radios, accessorirs, and subscriptioris Ibr ralc tlirwlly lrorr~ cach company. In  ihr 

future, by coiisolidaring lhc wvcbsites, combining resources. and using c.ombincd 

best ptact.ices Lo direct consuiiicr cfforts. thc combincd company will compete 

niorc effectively fni- coiisuiiiei' attention i n  retail niarlteting, increasing h e  

company's share ofthe sales of radios and accessories. In addition LO an incrcwe 

in the number oTptirclimcs and tlicrcforc rcvcniic from thc wc.bsitc, subscriber 

ncquisitioil COSTS will dcclinc because the combined company will nor h a w  to pay 

i-etail commissions for subscriptions purchased directly through the company's 

own website and wi l l  cam a rnargiii 011 rt1c cquiprriciit sold. 

26. 0,her h'evunuu Thc mcrgcd coiiipnny call i i i c w s c  bra11d awarciicss by 

consolidating miuketiny t . l l i )r ls arotmd a singly brand and hy marketing salrllile 

radio itself. This will ledd to higher subswiprioii levels and reveniies in the U.S. 

arid for Canadian affiliates, increasing revenue tlirough subscriber rees and from 

royalties 1-eceived linm the Canadian affiliates.. 

V. CONCLUSION 

27. Tlic combined compilny will expel-ience significant merger speci lic elliciencies 

and cost savings in ncarly cvcry liiic item ofthc corribiricrl cornpany's iriconic 

s ~ a ~ e r n c n ~ .  111 addition, thc coiiibined company will cxpcricncc iiicrcascd rcvcniic 

lion1 subscriptions, online sales. and advertising. The resulting company will be a 

iiioi-e effective competitor in the audio entertainment marketplace. leading to 

substantial consuiiiei- benefit. 
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htroduction and Summary 
This report reviews alternative wireless options for the delivery of audio services. In 

particular, it considers alternative service options with characteristics similar to those of 

the services provided by the two satellite radio companies XM Satellite Radio (XM) and 

Sirius Satellite Radio (Sirius). This report considers services that include or could 

include the following key features: 

Multiple channels 
Subscription services 

Wide geographic availability 
Some live channels (news, sports)’ 

The following are features that some services offer that are not provided by XM and 

Sirius today: 

On-demand programming (e& iTunes downloads, MediaF‘LO ClipCasts) 
Multiple levels of audio quality (higher bit-rate service options) 
A wide variety of text and video programming 

Two major classes of alternative systems are considered-those that can be implemented 

by licensees today or with minor changes in the FCC’s rules and those that require the 

FCC to issue new licenses or to make major changes in its rules. The first category is 

illustrated by QUALCOMM’s MediaFLO service-QUALCOMM or its customers can 

reconfigure the system to expand its audio channels immediately; QUALCOMM 

previously indicated that it would transmit 15 video channels and “numerous” audio 

channels? Similarly, a new generation of mobile satellite systems is soon to be launched; 

regulation permits these systems to offer SDARS-like services and at least one mobile 

satellite operator has announced plans to do so. 

The second category is illustrated by the television white space. The FCC could license 

the white space for use by a multi-channel audio distribution service, thereby converting 

Many of the programs provided by XM and Sirius are prerecorded. For example, XM transmits 
Willie’s Gospel Jukebox on Sunday mornings with encore performances (transmissions of recorded 
materials) on Sunday evening, Wednesday, and Saturday. Each day, Sinus transmits several operas that 
were recorded by the Metropolitan Opera. Sirius also transmits live performances from the Met during the 
season. 
2 QUALCOMM Press Release, 
http://www.qualcomm.com/press/releases/2004/04 1 10 1 -mediaflo-700mhz.html. 
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what might be characterized as a prospective option into an available option. Such 

options are hue options for the FCC-should the FCC feel that there should be more 
capacity or more alternatives for audio distribution, the FCC can create those alternatives. 

The report also considers technological options, such as multi-hand operation and content 

caching, that supplement the transmission capacity of the various alternatives. 

Depending on how one counts, there are about a dozen alternate wireless delivery paths 

for audio services capable of supporting hundreds or thousands of channels. These 

alternate paths are controlled by a variety of firms, with each firm bringing its own 

approach to the digital distribution of media content to mobile consumers. 

Some of these alternatives, such as AT&T Wireless’s audio services, already offer dozens 

or hundreds of channels. Other alternatives, such as V Cast Mobile TV from Verizon 

Wireless and KO’s soon-to-he-launched interactive multi-media service, provide 

additional services such as video or games. Many of these alternatives include storage 

and replay capabilities that were not affordable at the time XM and Sirius committed to 

their system architecture and that are not available in the receivers most XM and Sirius 

customers have today. 

The cornhination of existing alternatives-systems operating today, licensed systems in 

the process of being built out, spectrum not yet licensed, unlicensed spectrum, and 

spectrum that the FCC could make available for audio services-together with a variety 

of sophisticated storage and playback designs create an enormous universe of media 

choices for consumers. Some of these alternatives include service options that 

XM/Sirius’s satellite-delivered services lack and that would be difficult or impossible to 

provide using their respective system architectures. 

2 



Alternatives to XMlSirius Services 
This report identifies roughly a dozen existing wireless services that have the capacity 

and technical capability to provide an alternative to XWSirius for many consumers. 

These alternatives fall into four broad categories: existing broadcasters (FM and TV), 

broadband terrestrial service providers (MediaFLO, Hiwire, Crown Castle, Sprint, 

Cleanvire), commercial mobile radio service providers (cellular, PCS, AWS), and 

satellite services (mobile and fixed). A fifth alternativc, the wireless communications 

service (WCS), is also relevant even though it falls between classifications-it can be 

regarded as either a broadband terrestrial service or a mobile satellite service, and 

licensees can do either with their current licenses. Unlicensed spectrum provides yet 

another distribution path. 

This report also reviews a number of spectrum opportunities-regions in the spectrum 

where the FCC could create a radio service that would be well suited to providing a 

service similar to that provided by XM/Sirius. Perhaps the most attractive of such 

spectrum regions is the television white spacethose parts of the television spectrum that 

are not occupied by television signals and where it would be possible to put other signals 

without creating unacceptable interference to household television reception. 

Finally, this report discusses technological options, such as storing content for later 

replay and using multiple bands to deliver service, that can allow service providers to 

provide services offering a mix of features. Specific options are discussed below. 

Before exploring these alternatives, we note an important difference in bandwidth 

requirements for XM/Sirius and for terrestrial services. When comparing SDARS 

bandwidth and capacity with the bandwidth and capacity of other alternatives, the 

difficult problems of providing satellite service to receivers in automobiles must be kept 

in mind. Satellite signals are relatively weak and are easily blocked by buildings and 

trees. To compensate for such blocking, XM and Sirius normally transmit three signals 

3 



each carrying a copy of the pagram stream.’ These signals come from d;\fferent 
directions and carry the programming with a short delay between signals. Thus, if the 

signals to a receiver are blocked for a few seconds, say as a car drives beneath an 
underpass, the receiver can reconstruct the desired programming by combining the 

information received before the car went beneath the underpass with the information 

received after the car went beyond the underpass. If signals are blocked from one 

direction, they can be picked up from another. This triple reception, with redundancy in 

time and space, greatly increases the reliability of the satellite program service, but at the 

expense of significant bandwidth. Roughly speaking, the 25 megahertz of the SDARS 

band (XM and Sirius combined) is equivalent to about 8 megahertz of non-satellite 

spectrum. 

Existing Broadcasters 

FM Broadcasters 
The digital capability now enjoyed by FM broadcasters creates a capacity expansion 

option. Currently, some FM broadcasters operate in a hybrid mode in which the primary 

use of the digital signal is to duplicate the analog signal. Digital receivers can pick up the 

digital version; traditional analog receivers can pick up the analog version. 

The digital technology used by FM broadcasters permits them to increase their digital 

transmissions-many FM broadcasters already broadcast an additional one or two HD 

audio programming services in addition to duplicating their analog signal! If they 

discontinue their analog operations, switching to an all-digital format would give an FM 
broadcaster an additional 100 to 125 kilobits per second of capacity? This added 

capacity would then permit a broadcaster to offer three or four additional audio program 

services. 6 

~ ~ ~~~~ 

The systems transmit two satellite signals and a terrestrial signal--each signal carrying the same 

Among the top 5 station groups, in terms of numbers of stations, as of June 1,2007, about two- 

3 

information. 

thirds of those stations broadcasting in HD were also broadcasting HD multicasts. BIA Financial Network, 
“HD RadioTM Trends,” at http:ilwww.bia.comihd-radio-trends.asp. 

The capacity increment varies depending on the service mode chosen by the broadcaster. 
See Second Report and Order. First Order on Reconsideration, andsecond Further Notice of 

4 

5 

6 

P7-oposedRulentaking, In the Matter of Digital Audio Broadcasting Systems And Their Impact on the 
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An additional thee channels would not make an FM station’s service resemble that of 

XMiSirius. But, in a location receiving the signals of 10 FM stations, the expanded 

capacity would be a substantial increase in over-the-air radio service. If the broadcasters 

were to coordinate their channel format choices or were to wholesale their added capacity 

to a single service provider, then the added FM capacity would support a subscription 

multichannel, multimedia ~erv ice .~  

Television Broadcasters 
Digital television signals consist of a 20 megabit per second bit stream-a bit stream that 

can be used to provide a wide variety of services. The signaling technology--or 

modulation format-used for digital television in the United States does not work well 

with mobile receivers. Consequently, in recent years there has been a significant effort to 

create a modulation format that is compatible with the existing digital television 

equipment but that provides a reliable service to handheld and car-mounted receivers. 

Major manufacturers have demonstrated such capabilities; the National Association of 

Broadcasters announced its support for such developments: and the Advanced 

Television Systems Committee (ATSC) recently received several proposals for system 

designs that could form the basis of a standard for a reliable mobile service delivered on a 

television signal.’ 

It appears almost certain that any such service will have less capacity per megahertz than 

does digital television-probably about one million bits per second per megahertz-or 

Terrestrial Radio Broadcast Service, FCC, May 31, 2007, FCC 07-33. The FCC stated “The ultimate goal 
of this proceeding is to establish a robust and competitive all-digital terrestrial radio system.” 

members could coordinate programming formats. See John Borland, Broadcml gianis join forces on HD 
radio, CNETNEws.cOM, Dec. 6,2005, at 
http://news.com.co~roadcast+giants+join+forces+on+HD+radio/2100-1038~3-5984476.htm1 (“The 
member organizations will be coordinating programming decisions on these extra channels, which the 
industry is calling HD2, hoping to avoid overlaps . , , , Thus, if two stations both want to broadcast classic 
rock, for example, the Alliance will assign it to just one station, pushing the other to pick a different 
format.”). 

See “NAB Supports Expedited Development of Mobile DTV Broadcast Service,” NAB Press 
Release, June 22,2007. 

See “Request for Proposal for ATSC-M/H-A Backwards Compatible Mobile and Handheld 
Standard,” ATSC Technology & Standards Group (TSG), TSG DOC #750rl, June 13,2007. See also, 
“ATSC Receives Proposals for Mobile and Handheld Standard,” ATSC Press Release, June 22,2007. 

The UD Digital Radio Alliance, a consortium of terrestrial broadcasters, was formed in part so that 7 
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